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Inter-local governmental tax competition is the manifestation of the intergovernmental 
competition in tax field. It is a self-beneficial behavior with all the beneficial tax policies as 
its instrument, in which the competitor is the local government, the object is all the elements 
that could flow into the region.  Inter-local governmental tax competition in our nation has 
become projecting as the reform on the socialist market economy system circulated and 
deepened. Now the characteristics of  inter-local governmental tax competition are mainly 
manifested as the inequity of the jumping-off point, beyond system, and the lack of stability. 
The harmonious development of the regional economy has become an important 
premise of sustainable developing strategy, but the disparity between the different 
regions, especially the eastern and the western regions is becoming more and more 
prominent. This study deals with the impact of the inter-local governmental tax 
competition on the harmonious development of the regional economy. We concluded 
that the inter-local governmental tax competition has urged the eastern period of China 
in forming a conglomeration economy, and has inspired the competitive energy of the 
western region. On the other hand, the congest cost of the Eastern region is increasing, 
and the tax base of the western region is eroded, the outer-tax burden aggravated, the 
configuration of the public input unbalanced. 
Although the domino effect on the different regions is not the same, collectively 
speaking, this kind of competition touches the function of the macro control policy of 
the nation, and goes against the harmonious development of the regional economy. 
Based on the tax competition theory and the regional economy theory, we suggest 
that the vicious tax competition struck, financial power and the business power of the 
local government reasonably divided, optimize the government behavior binding 
mechanism, support the Western region to enhance its competition power, and finally 
push the competition system towards a way which benefits the function of the macro 
control policy of the nation and the harmonious development of the regional economy. 
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